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As the rapid growth of financial derivative products (FDP) in the present two 
decades, FDP not only provide an opportunity for hedging and speculation, but also 
show a new way for investors for tax planning. The present tax rules apply to 
traditional commodity transactions, are no longer appropriated for the taxation of FDP 
now. The differences between FDP and traditional financial instruments bring about 
the obvious unfair of government revenue, which causes very big attention from lots 
of scholars and authorities. Compared to traditional commodity transactions, the 
special transaction structure of FDP can make investors gain the economic payoff 
while they need not involve in the physical transaction by themselves. In addition, the 
strong replication technique of FDP can synthesizes the cash returns of any physical 
underlier according to the demands of investors. FDP can not only avoid government 
supervision in taxation from transferring the character and timing of taxable income, 
but also take advantage of the differences among global tax rules. The global taxation 
diversity let investors get lots of opportunities in tax arbitrage with FDP transactions. 
As a result, investors are taxed at lower tax rate, or the investors need not paying tax. 
Even the investors utilize tax preferences to get tax reimbursement from government. 
In this paper, tax planning practices with FDP among American financial market is 
the major proof. The first part of this paper is to discuss the reasons why FDP can be 
used for tax planning. Then this paper analyses the detail tax planning ways in 
America. In the end, we come back to current situation in China, discussing how to 
make proper tax rules for China to reduce the probability of tax arbitrage of FDP. The 
contributions of this paper are to find out that the replication technique of FDP is the 
motive force for tax planning, and the fountain of leaks of tax rules, and providing the 
models of tax planning with FDP in three ways: Timing, Spacing and Item 
transferring. 
As more and more FDP launching on China in the future, reform of Chinese tax 














planning. As a result, this paper drawing lessons from America, investigates the deep 
truth of FDP for tax planning in order to warn government and taxation supervisions 
of  keeping an eye on this problem so that reduce the probability of tax planning with 
FDP in the future. 
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